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Explanation of the provision.--The 7 per cent in¬
vestment credit has at once offered opportunity and been a
source of confusion to taxpayers. This presentation is de¬
signed to mitigate the confusion by setting forth in simple
language the general nature of the credit, the reasons for
its enactment, the economic effects and the accounting
treatment of the credit.
The credit generally is an amount equal to 7 per
cent of qualified investment which includes both purchases
of new equipment and, to a limited extent, purchases of
used equipment. The bill provides that once the amount of
the credit against tax is determined, the amount which may
be claimed in any one year is limited to the tax liability.
If the tax liability exceeds $100,000, the credit, to the
extent it exceeds this amount, is limited to 50 per cent of
the tax liability. However, a 5-year carryforward is pro¬
vided for any unused credit because of this limitation.
The bill also provides that where the property is
disposed of before the end of its life as estimated for the
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credit (and this is less than eight years), the credit is
reduced to the amount which would have been allowed ini¬
tially had the useful life of the asset been correctly es¬
timated.
Congressional intent.--In 1962, the President in his
tax message to Congress urged the adoption of a tax incen¬
tive in the form of a credit against tax liability for cer¬
tain types of investments. In his budget message and his
economic report, the President statedi "¥e must scrutinize
our tax system carefully to insure that its provisions con¬
tribute to the broad goals of full emplo3aiient, growth, and
equality.
Congress felt that the central piece of the Presi¬
dent's proposals was the 7 per cent tax credit against tax
for gross investment in depreciable machinery and equipment.
The credit was retroactive to January 1, 1962. The tax
credit increases the profitability of productive investment
by reducing the net cost of acquiring new equipment. The
credit, which is not a deduction against income but a deduc¬
tion against taxes, works in the opposite direction from
^U.S,, Internal Eevenue Service, Internal Revenue
Bulletin. Sec. 2 of the Bill, New Secs. 38 and 46-48 of the
Code (Washington: U.S. Government Printing Office, 1962),
p. 441.
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depreciation in its effect on reported after-tax profits of
business by nearly the same amount as more rapid deprecia¬
tion would reduce them. This added after-profit credit is
provided to stimulate investment in expansion and moderniza¬
tion, contribute to growth of productivity and output, and
increase the competitiveness of our exports in world markets.^
All the facts in the enactment of the investment credit
prove conclusively that the credit was for the purpose of
reducing the cost of the facilities constructed, to increase
their profitability, and to increase cash in the hands of
the corporation.
Discussion of aspects of the problem.--As is true
with the initial passage of all tax legislation, the most
pending problem is that of proper and effective communica¬
tion. Most businessmen are ill-informed and, to a limited
extent, unaware of what type investments constitute quali¬
fied investment, the amount of investment siibject to the
credit, the carryback and carryforward of unused credit, the
property specifically excluded from suspension, and proper
accounting for the tax credit. The probl^i is lack of un¬




Purpose of the study.~-Our economy is now undergo¬
ing a period of significant adjustment. The main question
now centers on how quickly this readjustment will be ab¬
sorbed and new advance started. These readjustments in the
economy are caused by the new adjustments of consumers and
businessmen, but mainly to the adjustments of businessmen
who react to the whims of cons\amers. How best, advanta¬
geously, can businessmen react to demands of the public in
the face of new and complicated tax legislation? The main
objective of operating a business is to operate profitably.
The extent of profitability depends on the entrepreneur's
awareness of the most advantageous ways of operating a busi¬
ness and his understanding of the tax legislation relating
to his particular business.
It is the purpose of this study to provide a clear
and interpretative understanding of one phase of tax legis-
lation--the investment tax credit. This study will reveal
to the businessman the entire coverage of the 7 per cent in¬
vestment tax credit, along with its use, application, and
limitation. The over-all effort of this report is to pro¬
vide a clearer understanding of the investment tax credit
from an economic and accounting standpoint.
Limitation of the study.--This study was limited to
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the adoption of the credit on January 1, 1962 to its suspen¬
sion on October 10, 1966. The analysis of the Investment
Tax Credit was limited to the areas of investigation out¬
lined in this report. Also, this study is limited to the
accounting, and economic aspects of the 7 per cent Invest¬
ment Tax Credit.
Method of research.--The descriptive survey method
of research was used for this report. Information was ob¬
tained from pertinent literature related to the svibject;
professional texts and reference books in the field; pro¬
fessional journals and brochures; and miscellaneous sources.
Definition of terms.--To provide clarity and under¬
standing, some of the teims used in this report are defined
as follows:
1. "Sec. 38 Property" means: (1) tangible personal
property subject to depreciation; and (2) other
tangible depreciable property (not including a
building or its structural components) if used
as an integral part of (a) manufacturing, (b) ex¬
traction, (c) production, or (d) furnishing of
transportation, communications, electrical energy,
gas, water, or sewage disposal services.^
2. ‘T^ualif ied Investment" means any investment in
Sec. 38 property which includes both new property
and a limited amount of used property.
^1967 Federal Tax Course (New York: Commerce Clear¬
ing House, Inc., 1966), p.l339.
6
3. "Suspension Period" means the period of time
from October 10, 1966 to December 31, 1967.
4. "Non-Qualifying Property" means intangible prop¬
erty, liTestock, or real property other than the
property specified under Sec. 38 Property
A description of the topics covered.--In an effort
to resolve the problems outlined in this report, data on
each major topic was gathered, analyzed, and summarized. In
the order outlined, the report begins with "A Description
of the Types of Property" eligible for the credit and the
kinds of property not eligible for the credit. The "Anount
of Investment Credit Available" reveals the amotint that
should be invested in eligible property to qualify for the
credit. Data under this topic reveals the minimum required
useful life of assets that are eligible for the credit; the
amount of investment that must be made in qualifying prop¬
erty; and information on the kind of industry--public and
private.
To further acquaint the reader with the credit, the
'Amount of Investment Credit Available" introduces the com¬
putation of the credit and the tax liability against which
the credit is allowed. This heading presents the alterna¬
tives of unused credit, carrybacks and carryforwards; and
includes the kinds of property affected by the suspension of
the credit and a summarization.
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As a uniform means of recording business transac¬
tions, it is necessary to make available some of the aspects
of "The Accounting Treatment of Investment Credit.*' This
topic seeks to reveal congress* intention as to how busi¬
nessmen should handle this credit. This topic goes further
and gives the proper accounting recommended by the American
Institute of Certified Public Accountants along with a sum¬
marization.
Having presented a thorough analysis of principles
and legislation of the Investment Tax Credit, it is helpful
and informative to present an interpretation of some sort
of some of the economic effects of the credit; business
conditions; and the general business outlook of the credit.
These sub-topics are summarized in an effort to reveal the
economic impact of the credit on our economy.
GHAPTEK II
DESCEIPTION OF THE TYPES
OF PROPERTY
The qualifyingr property."-The types of property,
whether new or used, that qualify for eligibility to the
investment credit mean all tangible personal property ex¬
cept buildings and their structural components. The Code
of the Internal Revenue Service Classifies qualified invest¬
ments as "section 38 property."^ The code intended for sec¬
tion 38 property to include all real property used as an in¬
tegral part of manufacturing, production, extraction, trans¬
portation, communication, electrical energy, gas, water or
sewage disposal services, and similar property used as an
integral part of the business. Tangible personal property
is not intended to be defined narrowly. It is intended that
assets accessory to a business such as grocery store count¬
ers, individual air-conditioning units, et cetera, can also
qualify for the credit.
^U.S., Internal Revenue Service, Internal Revenue
Bulletin, Revenue Ruling 66-371, Sec. 46; 1.46-3 (Washing¬
ton: U. S. Government Printing Office, 1962), p. 460.
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Qualified property must be depreciable property and
have a useful life of four years or more. Ihe useful life
of assets will be discussed more fully in a later section of
this chapter. The new property taken into account as a
qualified investment must be purchased or otherwise acquired
after December 31, 1961 and its first use commended by the
purchaser after that date. Other new property eligible for
the credit includes property constructed, reconstructed, or
erected after that date. Used property eligible for the
credit, also, must be purchased after December 31, 1961; but,
of course, is not property which is new in use with the pur¬
chaser. To prevent abuse, property which has been used by
a person who used the property before such acquisition or
property which is used by a person who is related to a per¬
son who used the property before its present acquisition is
not classified as used property and, therefore, is ineligi¬
ble for the credit.
The cost of any used property which may be taken in¬
to account is limited to $50,000 a year. "Where used proper¬
ty with varying useful lives is acquired, the individual
selects the property to be taken into account for the invest¬
ment credit. Presumably, he will select assets with lives
of eight years or more since there is no reduction in such
10
oases. In the case of a husband and wife filing separate
returns, the maximum amount of used property which may be
taken into account by each is $25,000, unless one of the
two has not purchased any used qualifying property, in which
case the other spouse may claim the entire amount up to
$50,000. This prevents any dovible allowance for married
couples. For affiliated groups of corporations, there is
one $50,000 used property allowance for the entire group
and it is apportioned among the members of the group in ac¬
cordance with their purchases of the property. In the case
of partnerships, the limitation applies both at the partner¬
ship level and also with respect to each partner. Therefore,
$50,000 is the maximum limit with respect to used property
which may be qualified for any partnership, and there is a
further $50,000 maximiim limit at the partner's level.
To prevent a double allowance where used property is
traded in on used property, or where used property is dis¬
posed of and other used property similar or related in serv¬
ice or use is acquired as a replacement, the cost otherwise
allowable for the used property is reduced by the adjusted
basis of the property disposed of in both of these type
cases.
Non-crualifying propertyThere are certain categories
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of property which, are excluded from the definition of sec¬
tion 38 property and cannot qualify for the credit. These
exclusions are necessary in keeping with the intent of con¬
gress and to prevent abuse of the credit. Some of the kinds
of property excluded as cited in the Internal Revenue Bul¬
letin are as follows
1. Property used predominantly to furnish lodging
or in connection with the furnishing of lodging.
2. Property used by a tax-exempt organization (other
than in a business to which the unrelated busi¬
ness income tax applied).
3. Property leased by governmental units.
4. Property used predominantly outside the United
States.
5. Property acquired after October 9, 1966.
As is true in most cases, there are exceptions to
every rule. To allow an equitable allowance of the credit
to everyone, congress made possible exceptions to the above
stated exclusions. It was felt that property used in non¬
lodging commercial facilities (such as a restaurant) lo¬
cated in lodging facilities (such as a hotel) may qualify
^U.S., Treasury Department, Internal Revenue Service
Document No. 5550 (Washington; U.S. Government Printing Of¬
fice, 1966), p. 2.
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for the credit if the nonlodging commercial facilities are
available for nse by the general public on the same basis
as for lodges. This exception is essential to place non¬
lodging commercial facilities (located in apartment build¬
ing, et cetera) on an equal competitive basis with similar
facilities located elsewhere.
In the case of tax-exempt organizations, the exclu¬
sion is designed to prevent an investment for use in connec¬
tion with an exempt function from decreasing any tax on an
unrelated trade or business. Also, property leased to
government units is omitted because the lessor in such
cases is allowed the investment credit and would not be ex¬
pected to increase the use of such property by the govern¬
mental units.
Generally, property used predominantly outside the
United States is omitted, since the primary puipose of the
credit is to encourage investment within the United States.
However, there are exceptions where this type of property
is eligible for the credit, namely, in the case where do¬
mestically owned aircraft, rolling stock of railroads, ves¬
sels and motor vehicles are used partially within the
United States and partially outside the United States. A
further exception is made for domestically owned property
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used in exploring for, developing, removing, or transport¬
ing natural resources from the Outer Continental Shelf of
the United States.^
Ihe useful life of assets.--Assets with a useful
life of less than four years do not qualify for the credit.
Only one-third of the amount invested in qualifying prop¬
erty with a useful life of at least four years but less than
six years is subject to the credit. For assets with a use¬
ful life of at least six years but less than eight years,
only two-thirds of the amount invested in the qualifying
assets is subject to the credit. However, for assets with
useful lives of at least eight years or more the full amount
invested in qualifying property is stibject to the credit.
Useful life begins at the time the asset is placed in serv¬
ice. For purposes of clarity and simplicity, the following
example is provided;
An individual bought used equipment with a useful
life of 4 years for $10,000; used equipment with a use¬
ful life of 5 years for $60,000; new equipment with a
useful life of 6 years for $80,000; and new equipment
with a useful life of 10 years for $150,000. All the
property was acquired before October 10, 1966, and is
^U.S., Internal Revenue Service, Internal Revenue
Bulletin-Cumulative (Washington; U.S. Government Printing
Office, 1962), p. 449.
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qualifying property. The individual's investment for
















(limited to) $ 50,000 4-5 1/3 $ 16,667
New Equipment 80,000 6-7 2/3 53,333
New Equipment 150,000 8 or more All 150,000
Amount of investment subject to credit $220,000
The example clearly supports the statement that the
percentage of investment varies to some degree with the ex¬
pected useful life of the property.
Public utility property is taken into account as
qualified investment at one-half of the amount otherwise
allowable for qualifying property. This means that in the
case of public utility property with an expected useful life
of eight years or more, a four per cent credit is allowed.
Public utility property for this purpose means property used
predominantly in an electrical, water, gas, telephone, and
telegraph business which is subject to regulation by a
governmental agency or commission.
If an asset is disposed of before the expiration of
^U.S., Treasury Department, Internal Revenue Service
Docuaient No. 5050, op. cit., p. 3.
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its useful life on which the credit was computed, the amount
of the investment subject to the credit must be recomputed
from the time the asset was first put in use to the time of
its disposition. Generally, a disposition is any transac¬
tion in which an owner ceases to own the property or in
which he ceases to use the property in a qualifying manner.^
Also, a disposition takes place when business property is
converted to noiibusiness use. To recapture the correct
amount of investment credit when there is a disposition, the
amount of investment credit must be recomputed. If the re¬
computed credit is more than the credit actually used to re¬
duce the tax, the unused credit must be decreased by the
difference between the original credit available and the re¬
computed credit. If the recomputed credit is less than the
credit actually used to reduce the tax, the excess of any
credit used to reduce the tax over the recomputed credit
must be added to the tax liability in the year of disposi¬
tion.^
Examplex
On February 1, 1962, a machine is acquired having a
useful life of 8 years for $6,000, and in 1962 the full
^Ibld.. p. 4.
^Prentice-Hall Federal Tax Course (Englewood Cliffsi
Prentice-Hall, Inc., 1964), p. 2011.
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credit of $420 is claimed. However, on July 1, 1966,
the machine is sold. Since the machine was held for
more than 4 but less than 6 years, the recomputed credit
is $140, and $280, the excess of the credit claimed in
1962 oyer the recomputed credit, must be added to the
tax for 1966.^
The credit to be added back is the amount previously
claimed, less the credit that would have been allowable if
the actual useful life had been used in figuring the credit.
Leased propertyA person engaged in the business
of leasing property may elect with respect to new property
to treat the investment as if made by the lessee instead of
the lessor. This election applies only with respect to new
property and is not available for used property. By permit¬
ting the investment credit to be passed on to the lessee in
these cases makes it possible for the lessor to pass the
benefit of the investment credit on to the party actually
generating the demand for the investment. A lessor may
elect to waive the credit for new property and let the les¬
see claim it. In figuring the credit, the useful life of
the property is the useful life to the lessor, not the term
of the lease. Election is made by filing a statement, de¬
scribing the property, with the lessee by the 60th day after
.S., Treasury Department,
Document No. 5050. op, cit.
Internal Revenue Service
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tlie property is transferred to the lessee.^
Staamiary.*-"-Taxpayers oan take a tax credit for in¬
vestment in certain types of property. This is in addition
to any depreciation deduction. It applies to business prop¬
erty bought, built or rebuilt after December 31, 1961. The
amount of the qualified investment depends on the useful
life of the property. It is determined from the cost of
used property that qualifies on the basis of new property.
The credit is 7 per cent of the qualified investment (3 per
cent for public utilities). However, it cannot exceed the
first $25,000 of the tax liability, plus one-fourth of the
excess over $25,000.
The credit applies to all depreciable tangible per¬
sonal property and real property, except buildings and their
structural components. However, to qualify, the property
must be an integral part of manufacturing, et cetera, or the
furnishing of utility-like services when used directly to
produce the product or service. Generally, the property must
be in the United States. It can be new or used. However,
only $50,000 of used property is eligible for the credit.
For a married person filing separately, the limit is $25,000.
^Prentice-Hall Federal Tax Course, op. clt..p. 2008.
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For partnerships, the $50,000 limit applies to the partner¬
ship as a whole, and to each partner.
Y/here qualified property is disposed of before the
end of its estimated useful life, the tax for the year of
disposal is increased by the difference between the credit
originally allowed and the credit that would haye been al¬
lowed if the computation had been based on the shorter use¬
ful life. No credit is allowed for property with a useful
life of less than four years. Property converted from per¬
sonal to business or income producing use does not qualify
for the credit unless disposition is due to certain changes
in business.
The useful lives of qualified property in a multiple
asset account must be determined individually. However,
similar assets with differing useful lives may be given
their actual life or the average of all the assets in the
account. If property is disposed of before its useful life
ends, part of the credit may have to be added back to the
tax due in the year of disposition. Disposition included
sales, exchanges, gifts, and involtintary conversions.
A lessor, may under certain conditions, elect to
treat the lessee as having acquired property which would be
new qualified property if acquired by the lessee. The tax
19
deductibility of payments under leases which, appear to be
nothing more than purchases in the legal form of leases has
frequently been challenged by the Internal Revenue Service.
Clauses in lease agreements which permit the lessee to ac¬
quire property for $1.00 or other nominal charge at the end
of a lease period, or which require the lessor to abandon
property at the end of the lease, are typical of those which
may lead to the conclusion that a lease really represents a
purchase of property. This treatment as a purchase is sim¬
ilar to the accounting recommended by the American Institute
of Certified Accountants.
CHAPTER III
AMOUNT OF INVESTMENT CREDIT AVAILABLE
The limitation of the credit The 7 per cent in¬
vestment tarn credit may not exceed the tax liability, or if
the tax liability is in excess of $100,000, may not exceed
$100,000 plus 50 per cent of the tax liability over this
amount. This limitation is designed to prevent it from re¬
lieving the taaspayer from any substantial tax contribution.
This limitation is not imposed on small businesses with re¬
spect to the first $100,000 of any tax liability. Tax lia¬
bility for purposes of this limitation is computed without
regard to the accumulated earnings tax or personal holding
company tax liability, but after application of the foreign
tax credit, the 4 per cent dividends--received credit, the
credit for partially tax ex®m,pt interest and the retirement
income credit.^ In order to prevent a full allowance with
respect to $200,000 of tax liability in the case of a married
couple filing a separate return, the tax liability limitation
^U.S., Internal Revenue Service, Internal Revenue
Bulletin. Sec 2 of the Bill, New Secs. 38 and 46-48 of the
Code, op, cit., p. 431.
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is $50,000 instead of $100,000. However, if either the
husband or wife has no qualified investment (or unused cred¬
it carryover), the one having the investment or carryover
may make use of the entire $100,000. In the case of an af¬
filiated group, the credit must be apportioned among the
members. Also, with respect to partnerships and each part¬
ner, a maximum of $100,000 is allowable to the partnership
and there is a further $100,000 maximum limit at the part¬
ner's level.^
The full amount of the investment credit is treated
for income tax purposes as a reduction in the basis of the
property. An investment credit once allowed is subject to
recapture under certain circumstances set forth in the stat¬
ute. In svibstance, the investment tax credit is a selective
reduction in taxes related to the taxable income of the year
in which the credit arises. It is an administrative proce¬
dure to permit the taxpayer to withhold the cash equivalent
?
of the credit from taxes otherwise payable.
The tax liability against which the credit is allowed
is the income tax computed without regard to the accumulated
^Ibid.. p. 440.
2
Leon Spacek, "Accoxinting Treatment of Investment
Credit," before the Conference of Public Service Commissions
(West Virginia, 1963), p. 18.
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earnings tax, capital gains tax on corporations electing
not to be taxed, personal holding company tax or increases
resulting from early disposition on property on which cred¬
it was claimed in a prior year. Howeyer, the tax liability
must be reduced by all credits (other than the investment
credit) before the 7 per cent inyestment credit is applied.
The unused credit.--If the investment credit is not
used up because it exceeds the amount allowed for the year
under the taxable income limitations, it may be carried back
three years and forward five years. If there are credits
from two or more years, they are used up in the order that
they occur-. Howeyer, the credit for inves-buent in the cur¬
rent year, plus carryover credits, cannot exceed the general
limitations.^ If a net operating loss carryback eliminates
or reduces the tax against which the inves-baent credit is
to be applied, an unused credit is created which may be
carried forward for the five years following the unused
credit year. In determining the amount of a carryback to a
1961-1962 fiscal year, the maximum credit for such fiscal
is to be prorated according to the number of 1962 days in
the 1961-1962 fiscal year. Any credit that is not used up
^Internal Revenue Code, Sec. 46(b); 1.46-2(a)
(Chicago; Commerce Clearing House, Inc., 1963), p. 3913.
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at the end of the fifth carryoyer year is no longer deducti¬
ble.^ For individuals. Form 1045 may be filed as a claim
for refund based upon the investment credit carryback to a
preceding tax year. For corporations. Form 1139 has to be
filed. If the tax year ending in 1966 is the fifth succeed¬
ing tax year following the tax year in which there was \in-
used credit, and if there is still a portion of unused cred¬
it, this portion of unused credit may be unused as a credit
2
against the tax due in the sixth succeeding year.
Ihe suspension of the credit.—The use of the cred¬
it has been temporarily suspended. As a general rule, there
will be no investment credit at all for new or used machin¬
ery or equipment (in excess of $20,000 of investment) order¬
ed or acquired during the suspension period, from October 10,
1966 through December 31, 1967, unless the property quali¬
fies under the exceptions to the suspension rules. The sus¬
pension period property are those investments which would
otherwise be eligible for the credit but for the suspension
rules. If equipment is ordered at any time during the
^Ibid.. Sec. 46(b); l,46-2(c), p. 3918,
9
^U.S., Treasury Department, Internal Revenue Service
Document No. 5050, op. clt., p. 4.
^Federal Taxes. Vol. II (Englewood Cliffs: Prentice-
Hall, Inc., 1966), p. 5850.
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suspension period, tlie investment credit on it is lost for¬
ever. Furthermore, the credit won't be available even if
the property is not delivered or put into service \intil
after the suspension period ends.
There is a $20,000 exception to the suspension
rules. The investment credit of $20,000 of the cost of
equipment (new or used) purchased during the suspension
period is still available. This means a tax saving of up
to $1,400 (7 per cent of $20,000). This $20,000 is not an
annual exception. It is an overall amount that will cover
the entire suspension period. Therefore, it will put a pre¬
mium on the proper selection of equipment for the credit,
so as to get the maximum tax advantage. The 7 per cent
credit on the full cost of investments can only be taken on
qualified property with a useful life of at least eight years.
Example:
Brown bought $30,000 worth of machinery (8-year
life) in 1966--and put it all into service before year-
end. However, $5,000 worth was ordered after the Octo¬
ber 9 cut-off date. If he wishes. Brown may choose to
take his investment credit on the full $30,000 for 1966.
That still leaves him with $15,000 of his $20,000 ex¬
ception to use for future suspension-period purchases.
Thus, he has $350 (7% of $5,000) more after-tax dollars
in his pocket when he files his 1966 return.^
^Ibld.. p. 5851.
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This $20,000 limited exception not only applies to
the cost of property an individual buys for use in his own
business, but it also includes the cost that is passed
through to him by a partnership, trust or estate. As to
partnerships, the limit applies at both the partnership and
partner levels. In an affiliated group of corporations,
the $20,000 is apportioned among the members of the group.
In the case of married couples that file separately, the
limit is $10,000 for each of them, unless one of them ac¬
quired no suspension-period property. The $20,000 exception
applies only to purchased property, and does not include an
acquisition from a related person or from another corpora¬
tion in the same affiliated group.^
The investment credit is not suspended with respect
to property constructed, reconstructed, erected or acquired
pursuant to a contract binding on October 9, 1966 and there¬
after. The investment credit is not available if there was
no binding contract for the property and the order for prop¬
erty was placed during the suspension period.
Example:
As of October 9, 1966, Adams was legally bound by
contract to purchase several new business machines for
TJ.S., Treasury Department, Internal Bevenue Code,
Sec. 179(d) (2) (14,157) (Washington: U.S. Government Print¬
ing Office, 1962), p. 1328.
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$30,000 (at least 8-year life). However, the property
is not delivered and installed until early in 1967.
Results Adams gets his $2,100 investment credit in 1967
The normal investment credit rules continue to apply.
Hlhus, if you are entitled to a credit in spite of the
suspension, it is taken in the year the equipment is
put into service--even though that may be, as 1967 is,
a suspension-period year.^
The existence of a formal, legal document on or be¬
fore October 9, 1966 is not required to bring an individual
under the rule. Whether or not an arrangement constitutes
a contract is determined under local law. Sometimes, an
oral contract will suffice. In the case of options, a
binding contract may be created only if the amount paid for
the option will be forfeited by the option holder upon fail¬
ure to exercise it.
Summary.—A credit against the income tax liability
of 7 per cent of qualified investment in new and used prop¬
erty is allowed for acquisitions of such property after
1961. The credit is allowed only for the first year that
the property is placed in service. The credit may not ex¬
ceed the tax liability. If the tax liability is in excess
of $100,000, the tax credit may not exceed $100,000 plus
50 per cent of the tax liability over this amoxuit.
Where married individuals file separate returns, the
^Federal Taxes. Vol. II, op. cit.. p. 5852.
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maximum credit (on each return) is limited to $50,000 in¬
stead of $100,000. For partnerships, a maximum of $100,000
is allowable to the partnership and a further $100,000 cred¬
it is allowable to each partner. In the case of affiliated
groups, the $100,000 credit must be apportioned among the
members.
The tax liability against which the credit is al¬
lowed is the income tax computed without regards to the ac¬
cumulated earnings, capital gains, tax on corporations
electing not to be taxed, personal holding company tax or
increase resulting from early disposition on property on
which credit was claimed in a prior year.
Any part of the investment tax credit which is not
applied as a credit against the tax because of the limita¬
tions may be carried back three years and carried over five
years. The amount of a carryback or carryover to any tax¬
able year which is allowable as a credit is limited by
statutory limitations. If there is more than one carryover
or carryback to the same year, they are used up in chrono¬
logical order--the earlier years' carrybacks or carryovers
are used up first.
The investment credit is suspended from October 10,
1966 through December 31, 1967. Property acquired during
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this suspension period is not allowed the 7 per cent in¬
vestment tax credit. However, there is a $20,000 exception.
The investment credit of $20,000 of the cost of new or used
equipment purchased during the suspension period is avail¬
able as a tax deduction. The $20,000 exception is the over¬
all amount that will cover the entire suspension period.
With respect to property constructed, reconstructed, elected
or acquired pursuant to a contract binding on October 9,
1966, the investment credit is not suspended.
CHAPTER IV
THE ACCOUNTING TREATMENT OF
THE INVESTMENT CREDIT
The oong-ressional intent .““Aacountlng consists of
recording every transaction according to the facts and con¬
ditions that underlie that transaction in accordance with
generally accepted accounting principles. Proper account¬
ing is not used to control the effect of a transaction or
to manage the news. Accounting is not to take the place of
rate making--it is to record facts on which rate-making ac¬
tions may be based. The proper accounting for one transac¬
tion must not be destroyed, such as the receipt of an in¬
vestment credit, by combining it with the accounting for
another transaction, or even by considering it as compensat
ing for insufficient revenues.
The proposals to congress for the enactment of the
investment credit were not to increase corporate income on
existing property and the dividends that could be paid to
stockholders, but to reduce the cost of investment. As sup




The credit, which is not a deduction against income
but a deduction against taxes, works in the opposite
direction from depreciation in its effect on reported
after-tax profits. The credit would result in increas¬
ing after tax-profits of business by nearly the same
amount as more rapid depreciation would reduce them--
$1,5 billions for depreciation, somewhere between $1.1
and 1.3 billion for the credit. Enactment of the cred¬
it, therefore, would mean that business could take full
advantage of our depreciation reform without showing any
significant reduction in reported profits. Thus, the
two programs will work together and with the investment
credit, companies will be much more likely to take full
advantage of our depreciation reform.^
Congress, intent as to the accounting procedures
for the credit, was wise and effective to use the credit in
encouraging the modernization and growth of our productive
capacity. Along the same line of reasoning as to why con¬
gress granted the investment credit is explained in the
House Ways and Means Committee Report which reads as fol¬
lows j
The investment credit will stimulate investment be-
cause--as a direct offset against the tax otherwise
payable--it will reduce the cost of acquiring depreci¬
able assets. This reduced cost will stimulate additional
investment since it increases the expected profit from
their use. The investment credit will also encourage
investment because it increases the funds available for
investment. Generally, for each $100 of investment
business, because of the tax credit, will have $8 more
than otherwise would be the case for additional invest¬
ment. Moreover, since the credit applies only to newly
acquired assets, the incentive effect is concentrated on
Leon Spacek, op. cit.. p. 3.
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nev inyestment and no reyenue is lost in raising the
profitability of assets already held by business firms.
In addition, it is the hope of the oommittee that the
sayings from the credit itself also will be used for
new inyestment in further advancing the economy.^
It seems, from all opinions gathered, that congress
objective of the credit was to reduce the net cost of ac¬
quiring new equipment. This had the effect of increasing
the earnings of new facilities over their productive lives
and increasing the profitability of productive investment.
The financial assistance, represented by the credit, should
be used for new investment, thereby further advancing the
economy.
There is not one word in the House and Senate Report
which indicates that the purpose of the investment credit
was to increase corporate income by the amount of the credit
for the current year on existing plant. All the facts in
the enactment of the investment credit prove conclusively
that the credit was for the purpose of reducing the cost of
the facilities constructed, to increase their profitability,
and to increase cash in the hands of the corporation. These
are the underlying facts of congress as to the procedures of
accounting for the investment credit,
^U.S,, Congress, House, House of Representatives
Report. No. 1447 87th Cong., 2nd Sess. (Washington: U.S.
Government Printing Office, 1962), p. 8.
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Ihe generally acoQpted aocountlncr practlaes .-“The
accounting practiced by most individuals and firms in their
use of the investment credit varies to a great extent. There
is no established standard as to how the transactions re¬
garding the investment credit should be recorded. Even
members of the American Accounting Association differ in
their opinions as to how the investment credit should be
handled.
Some accountants say that the investment credit re¬
duces the taxes paid on income and, therefore, reduces the
tax cost in the income statement. The tax returns of cor¬
porations arrive at an amount for income tax before deduct¬
ing the investment credit and that amount is called the
total income tax. This amount is computed before deducting
the investment credit. Then, the deductions for prepayments
of tax and other credits including the investment credit are
deducted. The return then goes on to say that if the total
income tax is larger than the credits, the balance is tax
due. This indicates that the investment credit is merely a
payment on account for total income tax.
The actual status of the investment credit in rela¬
tion to total income and the cost of plant and equipment was
best stated by Joseph Campbell, Comptroller of the United
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States, in a letter on November 30, 1962, he said;
The credit as an inducement to invest in facilities
is in the foim of a reduction in federal income taxes
determined to be payable. However, I do not think that
the form in which the credit is made should be permitted
to obscure its real nature. The effect of the invest¬
ment credit could be brought about in other ways but the
congress chose to approve the use of the existing tax
assessment and collection machinery as a convenient way
to make the credit available. I think the board, in
any position it takes, should look beyond the form of
this type of transaction and base its conclusion on its
real substance. In this case, the real effect is a re¬
duction in the cost of facilities to the acquiring
company--not a reduction in its taxes.^
The expressed views of Comptroller General Campbell
proves beyond any question that he is consistent with the
intent of congress, in that the proper treatment of the in¬
vestment credit is as a reduction in the cost of property
acquired.
Some accountants for public utilities believe that
the amount of the investment should be charged as additional
depreciation expense, preferable as a separate item in the
income statement, and credited to plant directly or to the
reserve for depreciation. In this manner, the utility gets
the cash flow intended by congress and the customer gets the
benefit of an immediate reduction in the rate base.
Allowable deductions for income tax purposes are
^Leon Spacek, op. cit., p. 9.
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dotemined by the Internal Rayenue Code and the related
regulations. Practices followed for accounting purposes
cannot deprire the taxpayer of tax deductions which are mat¬
ters of rights established by laws or regulations. Many
firms follow different practices for book and tax purposes
in accounting for the investment credit, and the Internal
Revenue Service recognizes their right to do so. If the
investment credit provides any legitimate tax advantage, it
should not be lost merely as a result of recording.^
To reflect further on this matter, in no instance
did any authoritative branch of the government involved in
enacting the law say that the investment credit should not
go to income. They felt that the investment credit should
be reflected in income over the life of the particular plant
to which it applies. If the investment credit is credited
to income in the year it is received, the increased profit¬
ability is shown as attributable to the old plant already in
operation, not to the new plant for which the incentive was
given--a direct contradiction of the facts and bases upon
which the investment credit was granted,
^Accounting- for Leases (New York; Arthur Andersen
and Co., 1962), p. 41.
2
Leon Spacek, op. cit,. p. 11.
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There reaiaijis a method of accounting known as the
48-52 per cent method when all the investment credit, ap¬
plicable to the asset, is taken into income, the write-up
in the asset account equal to the investment credit is not
depreciable for tax purposes in the future. This means
that the write-up must be amortized over the life of the as¬
set without a corresponding deduction for tax purposes. The
48-52 per cent method of accounting reverses congress intent
by:
1. Not applying the credit against the cost of the
asset.
2. Providing a tax reserve for that portion of the
asset written up over cost.
3. Placing the balance of the credit or write-up of
plant into income as if congress had reduced
federal taxes on income instead of allowing any
investment credit.
This method of accounting does not reduce the net
cost of assets and does not increase the future profitability
of the asset. This is in reversal of the purposes and ob¬
jectives in the enactment of the investment credit,^
^Leon ^jacek, ''Accounting Treatment of Investment
Credit," before the Great Lakes Conference of Railroad and
Utilities Commissions (West Virginia, 1963), pp. 15-16.
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Some decision as to a proper accounting of the in-
vestment credit is indispensable. There can be a useful
conclusion made as to the nature of the investment credit
by the factors considered. Previously, three concepts have
been raised:
1. Subsidy by way of a contribution to capital.
2. Reduction in a cost otherwise applicable to the
income of the year in which the credit arises.
3. Reduction in a cost otherwise chargeable in a
greater amount of future accounting periods.
There is a significant disagreement among the advo¬
cates of these concepts but, the basic accounting issue is
not whether the investment credit increases net income but,
rather, the accounting period during which it should be re-
1
fleeted in the operating statement.
In its opinion, the Accounting Principles Board
takes the position that resolution of the accounting issue,
relative to the investment credit, rests upon the acco\inting
principles relative to the realization of income for both
regulated and nonregulated companies. They take the view
that the allowable investment credit should be reflected in
^Opinions of the Accounting Principles Board (New
York: American Institute of Certified Public Accountants,
1963), p. 1.
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net income over the productive life of an acquired property
and not in the year in which it is placed in service. A
number of alternative choices for recording the credit on
the balance sheet has been considered. The reflection of
the allowable credit as a reduction in the net amount at
which the acquired property is stated is preferable.^
It is recommended that the accounting of the unused
credit for carrybacks and carryforwards be set up as an as¬
set and be added to the allowable investment credit in ac¬
counting for the effect of the credit in the year in which
the property is placed in service. A carryforward of un¬
used investment credit should ordinarily be reflected only
in the year in which the amount becomes allowable, in which
case the unused amount would not appear as an asset.
Summary.—The intent of the congressional action in
passing the investment credit provisions of the Revenue Act
of 1962 was to provide for an investment credit equal to a
specified percentage of the cost of certain depreciable as¬
sets acquired and placed in service after 1961. The credit
is subject to certain statutory limitations and the amount
of income tax payable for that year. The full amount of the
^Ibld.. p. 3.
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inrestment credit is treated for income tax purposes as a
reduction, in the basis of the property. Congress felt that
the inrestment credit should be accounted for as a reduction
in the cost of property acquired. The reason and logic be~
hind congress^ intent in making the credit available were as
an inducement to industry to invest in productive facilities
and as an offset to the original price paid for the facili¬
ties. The investment credit was an incentive purely for the
purpose of encouraging capital investment.
The expressed views of congress in making the invest¬
ment credit available are important factors in reaching the
conclusion that the proper treatment of the credit is as a
reduction in the cost of property acquired. For the sake of
clarification on this viewpoint, the credit is, in practical
effect, a price adjustment. It is not essentially different
from other purchase inducements in the form of special price
concessions, rebates, or discounts. Generally, there is no
serious question about deducting these kinds of price ad¬
justments from the original price quoted or paid in deter¬
mining the capitalised cost of the property acquired.
There are many varied methods as to how the invest¬
ment credit should be accounted for in the financial state¬
ments. The generally accepted method of recording the
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ixiTeetment credit is to show it as a reduction in the net
amount at which acquired property is stated, either directly
or by inclusion in an offsetting account, The Accounting
Principles Board takes the riewpoint that the statement of
income in the year in which the allowable investment credit
arises should be affected only by the results which flow
from the accounting for the credit. An investment credit
should be reflected in the financial statement only to the
extent that it has been used as an offset against income tax
liability. As in the case of carrybacks and carryforwards
of unused credit, the amount must be reflected in the fin¬
ancial statement in the year the amount becomes allowable.
Generally, the unused credit is shown in the balance sheet
as an asset.
The concept of viewing the investment credit as a
subsidy by way of a contribution to capital is the least
rational because it runs conuter to the conclusion that the
investment credit increases the net income of some account¬
ing periods. A refinement of the tax reduction concept ad¬
vocates 48 per cent of the investment credit (the maximtm
extent to which the credit normally can increase net income,
assuming that the income tax rate is 52 per cent) should be
recorded as a reduction of tax expense of the year in which
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the credit arises. The balance of 52 per cent should be de¬
ferred to stibsequent accounting periods because of the statu¬
tory requirement that the basis of the property be reduced
for tax purposes by the amount of the investment credit.
In regards to the intent of congress and to the many
varied concepts as to the methods of accounting for the in¬
vestment credit, the best that can be said for any accept¬
able accounting method employed is that it must be one which
most completely adheres to the intent of the congressional
action in passing the investment credit provisions of the
Revenue Act of 1962,
CHAPTER V
M ECONOMIC INTERPRETilTION OF
THE CREDIT
The economic effects of the credit.-“It was part of
the reasoning of congress that the income recaiyed from the
ayailability of the inrestment credit would be used as an
incentive to stimulate new investments in the economy. The
investment credit, used as a direct offset against the tax
otherwise payable, will reduce the cost of acquiring depre¬
ciable assets. This reduced cost will stimulate additional
investment since it increases the expected profit from their
use. Also, the credit will encourage investment because it
increases the funds available for investment. Since the
credit applies primarily to newly acquired assets, the in¬
centive effect is concentrated on new investment and no re¬
venue is lost in raising the profitability of assets already
held by business firms. Further, this increased cost flow
will be particularly important for new and smaller firms
which do not have ready access to the capital markets. This
available cash would encourage business and industry to
41
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TABLE 1 .--Estimated revenue effect of the bill when changes
are fully effective, without taking into account the effect
on the economy of the provision^
(In Millions of Dollars)
Revenue Bill of 1962






Investment credit -1875 -1800
Withholding on dividends/interest + 550 + 650
Mutual banks and savings and
loan associations + 160 + 200
Entertainment expenses + 125 + 125
Capital gains on depreciable
property + 110 + 100
Mutual fire and casualty companies + 25b + 40
Cooperatives + 30 + 35
Foreign items:
Controlled foreign corporations + 50 + 85°
Gross-up of dividends + 25 + 30
All other items relating to tax-
ation of foreign income, etc. + 25 + 30
Total - 775 - 505
^At levels of income and investment estimated for
the calendar year 1962 except that the treasury estimate of
revenue gain from change in taxation of mutual books and
savings and loan associations is based on income levels for
the calendar year 1963, the first year affected.
^Asstimes traditional period has been completed for
fire and casualty companies.
°The revenue estimates for the controlled foreign
corporation provision do not take into account additions to
the tax base, in the form of royalties, rents, etc., which
reliable evidence indicates will be forthcoming but which
cannot be quantified with an acceptable degree of accuracy.
modernize and eapand their production facilities.^
^Leon Spacek, loo, cit., p. 8.
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TABLE 2 Treasury Department estimates of revenue effect of
bill when changes are fully effective and taking into ac¬
count its estimate of effect on the economy of the provision^
(In Millions of Dollars)





Withholding on dividends/interest +430
Mutual banks and savings and loan associations +135
Entertainment expenses + 80
Capital gain on depreciable property + 50
Mutual fire and casualty companies + 25
Cooperatives + 25
Foreign items:
Controlled foreign corporations + 85C
Gross-up of dividends + 30
All other items relating to taxation of
foreign income, etc. + 30
Total - 10
^At levels of income and investment estimated for
the calendar year 1962 except that the treasury estimate of
revenue gain from change in taxation of mutual books and
savings and loan associations is based on income levels for
the calendar year 1963, the first year affected.
^Assumes traditional period has been completed for
fire and casualty companies.
°The revenue estimates for the controlled foreign
corporation provision do not take into account additions to
the tax base, in the form of royalties, rents, etc., which
reliable evidence indicates will be forthcoming but which
cannot be quantified with an acceptable degree of accuracy.
The revenue effect of the Revenue Bill of 1962 is
shown in Tables 1 through 4. Tables 1 and 2 are based upon
income levels for the calendar year 1962, but show the
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TABLE 3 .--Estimated revenue effect of bill for the fiscal
year 1963 without taking into account the effect on the
economy of the provisions
(In Millions of Dollars)
Estimates of Staff s of;
Effective
Date




Investment credit -1800 -1700 1-1-62
Withholding on dividends/
interest + 170 + 205 1-1-63
Mutual banks and savings
and loan associations + 10 1-1-63
Entertainment expenses + 60 + 65 7-1-62
Capital gains on depreci¬
able property 1-1-62







All other items relating
to taxation of foreign





^The revenue loss for the fiscal year 1963 was larger
than in the long run. In a large part, this was due to the
fact that the investment credit, which is the only provision
resulting in revenue loss, was effective as of the first of
1962, while most of the other provisions, which are the pro¬
visions providing the additional revenue, was not effective
until the first of 1963. As a result, it was estimated that
the bill would result in a revenue loss of from 1,425 mil¬
lions to 1,550 millions in the fiscal year 1963, if no ef¬
fect of the provisions on the economy is taken into account.
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TABLE 4.--Treasury Department estimates of effect of bill
for the fiscal year 1963 taking into account its estimates
of effect on th.e economy of the provision
(In Millions of Dollars)






Investment credit -900^ 1-1-62
Withholding on dividends/interest +195 1-1-63
Mutual banks and savings and
loan associations 1-1-63
Entertainment eapenses + 40 7-1-62
Capital gains on depreciable
property 1-1-62
Mutual fire and casualty companies 1-1-63
Cooperatives 1-1-63
Foreign items:
Controlled foreign corporations 1-1-63
Gross-up dividends 1-1-63
All other items relating to tax-
ation of foreign income, etc. + 5 1-1-63
Total -660
^In estimating the net revenue cost of the invest¬
ment credit, its favorable effects on the level of invest¬
ment were computed from statistical relationships in past
years between investment and gradual change in the cost of
capital goods (profitability) and cash flow. This procedure
thus does not take into account the especially favorable im¬
pact on businessmen's decisions to invest in the major im¬
provements of the credit. Taking this into accoxint should
produce more favorable effects and a smaller net revenue
loss than the tables show.
estimated revenue effect of the bill when all of the changes
provided by the bill are in full effect.^
^U.S., Internal Revenue Service, Internal Revenue
Bulletin-Cumulative, op, cit.
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The general business outlook.—“The business com¬
munity, in the latter part of 1962 appeared to be taking
congress' new tax law with a surprisingly shrug--despite
the sizable impact it seemed certain to hare on capital
spending plans of sereral industrials.^ Strongly, some
businessmen disagreed with the tax credit bill because they
did believe, by itself, the investment tax credit could
spark big investment programs. Some felt that they were
just too big to be affected because of other unpredicable
factors such as the availability of credit and the market
trends. As was present in most management's decisions, the
investment tax credit along with accelerated depreciation
was not enough to encourage new investments without due con¬
sideration of other factors influencing management's deci¬
sions .
On the other hand, the majority of businessmen, not¬
ably the makers of textile machinery, felt that the credit
should persuade people to buy machinery who may have been
holding out. During the period 1962 to 1966, the prospects
for economics was hinged on home building and auto produc¬
tion. Most economists called this period the roaring sixties
^"Business Outlook," Business Week. October 6, 1966,
p. 28.
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because it is the period at which the postwar babies began
becoming effective purchasing units. This explains the
tremendous growth in business from 1961 to 1966 which ran
up a lot of record business numbers that looked good.
The general business outlookcf the economy during
1962 and 1963 was very favorable. In the first half of
1964, capital outlay for business ran 10 per cent ahead of
the same 1963 period.^
Business surveys indicated that the demand for raw
material, the level of employment, and many other indicators
of economic health was importantly influenced by the rate at
which businesses invested in plant and equipment. In the
latter part of 1966, the current business survey indicated
that private business investment would continue to stimulate
the economy, at least in the short run. It is also clear
that the stimulus will be considerably diminished due to
the suspension of the tax credit and accelerated deprecia-
2
tion. The expansion in output slowed down since the first
quarter of 1966 because the rate of utilization of industrial
^Ibid.. p. 19.
2
U.S., Department of Commerce, Office of Business
Economics, Survey of Current Business, Vol. 46, No. 7
(Washington; U.S. Government Printing Office, 1966), p. 7.
48
capacity, which rose steadily from the first quarter of
1961 through the first quarter of 1966, had been stabilized.
The investment expansion lasted for more than five years
and outpaced all previously recorded capital goods boom.
The credit stringencies in 1966 also have tended to limit
current investment. The temporary suspension of the invest¬
ment tax credit has doubtlessly weakened incentives to in¬
vest in the near future, and the dip in profits in early
1967 has probably had the same effect.
Summary.--Concrress intended for the added income, in
the hands of business firms as a result of the investment
tax credit, to be an incentive great enough to encourage
managements to invest in new plant and equipment. It was
felt that there would be no loss in revenue if the added in¬
come would be used for new investments. Also, the increased
cash flow would be helpful to smaller firms which do not
have ready access to the capital market.
Tables 1 through 4 show the revenue effect of the in¬
vestment tax credit. These were estimates made by the Joint
Committee on Internal Revenue Taxation and the Treasury De¬
partment. In estimating the net revenue cost or loss in
taxes because of the investment tax credit, the level of new
investments were computed from statistical relationships in
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prior year between investment and gradual change in the
cost of capital goods and cash flow. The revenue loss was
larger in 1963 because the investment tax credit, the only
provision resulting in a revenue loss, was not effective
until the first of 1962, while most of the revenue provid¬
ing provisions was not effective until the first of 1963.
From its inception, the investment tax credit did
not meet the approval of all businessmen. Some felt that
the incentive effect of the investment tax credit was not
strong enough to influence their decisions as to new invest¬
ment without attention being focused on the availability of
credit and the trends of the market. Whereas, on the other
hand, most businessmen felt that the investment tax credit
was very influential, in that it would persuade businessmen
that had been holding out to buy new machinery.
Because of the great impact of the purchasing power
of the maturing war babies, most economists predicted that
the economy would be booming. Business surveys revealed
that the utilization of industrial capacity rose steadily
from the first quarter of 1961 to the first quarter of 1966.
This eapansion slowed down in 1966 due to the suspension of
the investment tax credit, which has been an effective stimu¬
lus in the economical growth of the Gross National Product.
CHAPTER VI
STJMMARY AND CONCLUSIONS
All the facts relating to the enactment of the in¬
vestment tax credit prove conclusively that the credit was
for the purpose of stimulating the economy. The credit ap¬
plies to the purchase of all depreciable tangible personal
and real property, except buildings and their structural
components, used directly in the business to render service
or produce a product. Moreover, property converted from
personal to business or income producing use does not quali¬
fy for the credit unless disposition is due to certain
changes in business.
Assets with a useful life of less than four years
do not qualify for the credit. For assets with useful lives
of less than six years, one-third of the amount invested in
qualifying property is subject to the credit. If the asset
has a useful life of at least eight years, the full amount
invested in the asset is subject to the credit. If the as¬
set is disposed of before the expiration of its useful life
on which the credit is computed, the amount of the investment
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subject to the credit must be recomputed from the time the
asset was first put in use to the time of its disposition.
If the recomputed credit is more than the credit actually
used to reduce the tax, the unused credit must be decreased
by the difference between the original credit available and
the recomputed credit. If it is less, the excess of any
credit used to reduce the tax over the recomputed credit
must be added to the tax liability in the year of disposi¬
tion.
V/hen the credit is applied against the tax liability,
it may not exceed $100,000 plus 50 per cent of the tax lia¬
bility. For married individuals filing separate returns,
the maximum credit on each return is limited to $50,000. In
the case of partnerships, a maximum of $100,000 is allowable
to the partnership and a further $100,000 credit is allow¬
able to each partner. For affiliated groups, the $100,000
credit must be apportioned among the members.
The tax liability against which the credit is al¬
lowed is the income tax computed without regards to the ac¬
cumulated earnings, capital gains, tax on corporations
electing not to be taxed, personal holding company tax or
increase resulting from early disposition on property on
which credit was claimed in a prior year. Any part of the
52
inYestment tax credit which is not applied as a credit
against the tax because of the limitations may be carried
back three years and carried forward fire years. Hie amount
of a carryback or carryover to any taxable year which is al¬
lowable as a credit is limited by statue. If there is more
than one carryover or carryback to the same year, they are
used up in chronological order.
The investment tax credit, suspended from October
10, 1966 through December 31, 1967, is limited to $20,000
of the cost of new or ujsed equipment purchased during the
suspension period. With respect to property constructed,
reconstructed, elected or acquired pursuant to a contract
binding on October 9,1966, the credit is not suspended.
The reason and logic behind congress' intent in
making the credit available were as an inducement to in¬
dustry to invest in productive facilities and as an offset
to the original price paid for the facilities. The invest¬
ment credit was an incentive mainly for the purpose of en¬
couraging capital investment. The reasons behind congress
in making the investment credit available are important fac¬
tors in reaching the conclusion that the proper treatment of
the credit is as a reduction in the cost of property ac¬
quired.
53
There are many varied methods as to how the invest-
ment credit should be accounted for in the financial state¬
ments. Previously, the following three methods were most
commonly used;
1. Show the allowable credit as a reduction in the
net amount at which the acquired property is
stated, either directly or by inclusion in an
offsetting account.
2. Show the credit as deferred income.
3. Show the credit as a reduction in taxes applic¬
able to the income of the year in which the cred¬
it arises.
The first alternative method of accounting for the
investment credit is more closely based upon existing ac¬
counting principles supported by the American Institute of
Certified Public Accountants. In support of the conclusion
that the cost reduction concept is based upon accepted ac¬
counting principles, most accountants take the viewpoint
that the income is spreaded over a series of future account¬
ing periods in some rational manner.
Availability of the credit encouraged new invest¬
ments because it increased the funds available for invest¬
ment . The incentive effect is concentrated on new investments
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and no revenue is lost in raising the profitability of as¬
sets already held by business firms. Further, the credit
made funds available to new and smaller firms which did not
have ready access to the capital markets. This available
case encouraged business and industry to modernize and ex¬
pand their productive facilities.
From its inception, the investment credit resulted
in a revenue loss for the first three-year period (1962-
1964) because all the provisions of the revenue bill had
not taken full effect on the economy. As the provisions of
the revenue bill became fully operative, there was a more
favorable response on the part of businessmen to invest.
As businesses became more productive and profitable, there
was more net profit subject to taxation which soon elimi¬
nated the revenue loss which arose in prior years.
The investment credit was very influential, in that
it persuaded businessmen to promptly invest in new depreci¬
able property. The investment credit was available during a
period of tremendous economic growth because of the great
impact of the purchasing power of the maturing war babies.
Economists say that the availability of the investment cred¬
it accounted for a great portion of our economic growth dur¬
ing the early sixties.
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